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Mr. Chairman, members of the Committee:
| am grateful for the opportunity to spesk to you today.

| am Robert Kapp, president of the United States-China Business Council. The Council, established in
1973, serves more than 250 leading US companies from its Washington headquarters and its field offices
inBeijing, Shanghai and Hong Kong with acombination of direct busnessadvisory assistance, publications
induding The ChinaBusinessReview, meetingsand conferences, and public policy research and advocacy.

| have attached a number of additiona documents for the Committee' s review, and hope that they will be
of interest to Members. A number of my commentsin thistestimony are keyed to the attached materials.

l. China’'s multiple image in the United States and the problem of perspective (Busy
Readers Proceed Directly to 1. below)

Mr. Chairman, | mugt tel you that | hope | am in the right room, a the right hearing.

When | accepted the Committee' s invitation to testify, | received a confirming note indicating that the
hearing was entitled, “ Permanent Norma Trade Status. Implicationsfor U.S. Policy Toward China” Four
days later, as| prepared to write my thoughts, | checked the Foreign Relations Committee web Ste to
confirm details of the hearing, and was surprised to discover that the hearing was now cdled, “ Rewarding
the People' s Republic of Chinawith Permanent MFN: Implicationsfor U.S. Policy.”

That curious difference in naming this hearing, smal and yet heavily laden with interpretive intent, is a
metaphor for much of our nation’s habit in percaiving China. Since the US-China encounter began in the
mid-nineteenth century, it has been difficult for Americans to separate what they see in China from what
they want to see in China or what they want to believe about China. “Wighful thinking” has vied with
“demonization” for far longer than the oldest of usin thisroom can personaly remember. That’ strue for
people in business, in palitics, in religion, in the media, and in much of American society.
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A century ago, the United States Congress was knee-deep in high-intendity debate over China. Theissue
then was closng American borders to immigrants from China, a policy first enacted into law in the Geary
Act of 1892 and impelled both by demands from labor organizations and by widespread hogtility in
American life toward the Chinese and their dien ways.

The leader of the American Federation of Labor published a pamphlet on the subject in 1902: “ Some
Reasons for Chinese Exclusion, Mesat vs. Rice, American Manhood Againgt Asiatic Coolieism: Which Shall
Survive?’

The US Commissioner-General of Immigration and former head of the Knights of Labor, Terence
Powderly, saidin 1901, “No graver danger has ever menaced the workingmen of Americathan that which
faces them when the possibility of lowering the bars at our seaports and border-lines to the Chinese is
presented.”

Senator Teller of Colorado weighed in: “If | knew the passage of a proper excluson bill would destroy
every dollar’ s worth of trade between us and China, | should vote for the excluson hill. | know that the
trade between here and Chinais not worth the admisson of Chinese hordesinto this country, and if | had
to choose between the two | should take the exclusion.”

A hundred years later, passons gill swirl. Members of this Committee know wdl that analysis of things
Chineseisnow anindustry in Washington. Armiesof andysts ponder and project China sbehavior, usudly
dong eye-glazingly familiar lines

Rather than attempt to swim in that stream today, | have chosen to append to my testimony two thoughtful
essays, neither by a so-called “China expert,” on the ways in which we have been debating about China
inthe US at the end of the twentieth century. One essay, from the conservative Nationd Review, is by
the editor of The Nationd Interest, Owen Harries. The other isby amember of the Baker Indtitute a Rice
University. | believe both perspectives are worthy of the Committee’ s attention.

. The key point on why PNTR should be approved is that the economic merits are
compelling. Thetermsof China’sWTO accession, asbrilliantly concluded after negotiationsthat
have spanned the Reagan, Bush and Clinton presidencies, are very, very good. No amount of
politicking and strategizing and spinning and horse trading and looking for cover can obscure the breadth
of the economic breakthroughs embodied in our WTO agreement with China.  Senators by now have
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plenty of access to the content of the agreement; it isavailable publicly, at the US-China Business Council
web site, www.uschina.org.

With its decison on PNTR, Congress will either bring home to the American people the genuine equdity
of economic market opportunity in China for American farmers, American workers, and American
companies that we won on paper at the bargaining tablelast fdl, or it will cede that equaity of opportunity
to our competitorsin Japan, Europe, and elsewherewhilethe U.S. walksaway. If wetreat WTO member
China differently than we treat the remaining 133 WTO members, we don’t receive China sWTO terms
in return. That, above dl, iswhy Congress should pass PNTR.

This point is further developed in the attached article, entitled In Full and on Time. Since that article was
penned, | am pleased to note how much more fully Members of the House and Senate have come to
appreciate that essentia dtarting point. Let me, therefore, move on.

[Il.  PNTR isnot a“favor” to China. Itisnot a“reward” for Chinese behavior, “bad” or
“good.” It is not a “blank check” for China. These anti-PNTR rhetorical devices are just that:
rhetorica devices. Their authors know full well thet the red issue in PNTR is whether the US gains the
benefits of China's commitments—made at our ingstence—to wide-ranging reductions of trade barriers
and to improvements in the ways that the Chinese economy will engage with the world economy. The
“reward” to be reaped or rgected isareward to the United States.

Much of the sllliness about * rewarding” Chinastems from along-running and long-stoked confusion about
what Congressis deciding in the PNTR vote. This PNTR voteisnot, as Members are coming more and
more to understand, about whether to “let Chinain” to the WTO. Congress doesn't vote on that. We
arm-wrestled Chinato astrong WTO agreement last fdl; we got what we demanded, much of it very, very
panful to Chinaand bitterly opposed by many powerful groupswithin China. Wesigned becausewewere
legitimatdy satisfied with what China agreed to. Period. Congress does not legidate the content of that
agreement, and it does not vote on whether Chinaentersthe WTO; the WTO’ s members decide that, and
the US will support entry.

IV.  Dealing with the mythic problem of “leverage.” One can understand the reluctance of the
Congressto relinquish roles it has exercised in the past. That, | think, is partly the origin of the notion that
it is necessary to retain the current Jackson-Vanik system of annud review of US tariff policy toward
China, even at the price of unilaterd economic disarmament in the post-accession Chinese economic
environmen.
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To beblunt, the“leverage’ issueis an issue of convenience. Because it can never be conclusively shown
to exig, it can live forever in some minds, and it can be used forever to pursue certain policy gods or
agendas.

It reminds me of the notion that if you stare at the sky long enough you will seeflying horses. If you don't
see them, it only means you haven't Sared at the sky long enough. Keep saring.

Let meput it smply: If Chinaafter twenty years of annual MFN/NTR review isasterrible aplace, asfull
of iniquity and as offensveto our senghilitiesas PN TR’ s organi zed opponents say it is, why would anyone
in hisor her right mind conggn China to more of the very same American trestment that hasin hisor her
view <0 totdly failed to change Chinafor the better?

Infact, thereismore*“leverage’ in thisWTO package than the United States has ever achieved with China
before. China’s agreement to open its economy to unprecedented levels of foreign participation; to abide
by WTO precriptions that gtrike to the heart of the way its economy will function and its regime will dedl
with its own citizens, to diminate discriminatory conduct and develop transparency of procedure; to axe
such offengive habits as the requirement that foreign companiestransfer technology in order to do business
in China or that they export their productsfrom China—thiscommitment, backed by WTO provisonsfor
dispute resolution and multilateraly-imposed sanctions represents a degree of red “leverage’ far more
ggnificant than the mythical power with which some PNTR opponents endow the current annua renewa
exercise.

If thisis painful to admit, so beit. The nagging disconnection between influence, isan uncomfortable one
that gpproving PNTR will not entirely erase.

VI.  Other key arguments thrown against Congressional approval of PNTR have proven
gossamer asthisdebate hasunfolded. | deal with themmostly in the attached article, “ Cutting
Throughthe Smoke.” That article speaksto the “ Great Sucking Sound” prediction of catastrophic loss
of U.S. employment if PNTR passes. The fact is that whether the Chinese economy grows at 10 percent
ayear or shrinks at 10 percent ayear is going to have far more to do with the impact of US-Chinatrade
on US employment than anything in China's WTO accesson package. And the fact is that whether the
US economy continues to move ahead in the manner of its current long-running advance or encounters
tougher dedding in the future will have far more to do with overdl US employment leves than will
developments in US-China trade.
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“Cutting Through the Smoke’ aso takes up the claim that our 1979 hilaterd trade agreement with China
automaticaly ensuresthat the U.S. will regp thefull benefits of China sWTO commitmentswithout treating
Chinaasafull WTO member. (Two publications not attached here, GAO report 00-94, March 2000 and
the new Inditute of Internationa Economics Policy Brief Number 00-3, “ American Access to China's
Market: The Congressiona Vote on PNTR,” issued April 10, provide an authoritative decent burid for
this mistaken assertion.)

VIl.  Onthedemand that Congressturn PNTR down out of solicitous concern for thewelfare
of China’s laboring population, | commend to Members' attention the attached open letter from
twelve distinguished American academic specialists on China’'s economy and society, entitled
“PNTR, WTO and ChineseL abor Standards.” With regard to the towering environmental chalenges
whicharapidly modernizing Chinafaces, | Smply ask whether denying to Americansthe accessto China's
market for many of the services that buttress economic efficiency, waste reduction, pollution control, and
more sophigticated assessment of the costs of economic and socid development will make a postive
difference to these enormous problems. Does tilting China's market away from American corporations
that apply advanced environmental standards to their operations worldwide, while other countries

enterprises with less stringent standards remain free to operate, advance China s environmental progress?
Could anyone maintain with agtraight facethat the long-term policy god of drawing Chinainto internationa
commitments on the environment will be made easier if the US turns its back at the last moment on the
results of 13 years of negotiation with the PRC over the WTO issue?

VIIl. Onthenationthat Chinacannot and will not liveup toitscommitmentsunder inter national
agreements, in which theintelectual property issueiscommonly alluded to, | refer Membersto
the attached open letter from the full range of associations of US firms in the “creative
industries,” callingfor China’'sWTO incluson and for passageof PNTR in full recognition of the
current inadequacies of intellectual property protection in China. These associations are the ones
that prosecuted America s case againgt China over IPR in 1995 and 1996. They address the “China
doesn’'t abide by itscommitments’ chalengewdl, and I hope Memberswill take thetimeto consider their
views.

IX.  Concluson. Mr. Chairman, the overheated debate over PNTR for China, with the spectre of an
election year hanging overhead, threatens to drown the core issues of the PNTR decision in an ocean of
hyperbole. We need to resist those distractions. | believe the nationd interest will be better served by a
decision to gpprove PNTR on its humbler merits.
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Loading down the PNTR issue with dl the baggage of America s dilemmas over China's modernization
will not resolve those dilemmeas.

Framingthe PNTR decision aspart of agtrategic USeffort to bring about what is sometimescaled “ regime
change’ in Chinais an exerasein futility.

Mohbilizing thousands of congtituents againgt a pending decision not to change US tariffs on imports from
one nation, on the spurious grounds that the decison isa“favor” to Chinese maefactors, is certainly the
right and the privilege of PNTR's opponents in our free society, but it is not the foundation of effective

policy.

On the other hand, attributing to PNTR miraculous powers to rout the forces of evil and bring about the
Millennium is not awise choice ether.

Approving PNTR is not going to bring peace or war between the PRC and Taiwan. It is not going to
creste amulti-party eectoral democracy in Beijing. It isnot going to establish habeas corpus or judicia
review in China It isnot going to get people out of jail—or put peoplein jail.

It is not going to vaidate the assertions of the legions of “ China Threat” advocates. Nor will it transform
Chinainto an earnest dly of the United States againgt enemies seen or unseen.

If the PN TR issue does have significance beyond the absolutely critica economic meritsthat | havetouched
on above, | would suggest the implications are twofold.

First, we should expect that progress with China on the many other issues of contention that we face will
be moredifficult to achieveif the United Statesturnsaway at the very last moment from asigned agreement
thirteenyearsin the making, inwhich Chinapainfully agreed to avast laundry list of US demandsthat Strike
to the heart of China s economic system and even touch on the PRC' s paliticd future.

Passng PNTR does not guarantee the successful resolution of our differences on many other troubling
issues. | am confident, however, tha killing PNTR will have a long-lasting and negative impact on
prospects for management of those conflicts.
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Second, and most important, whether we like it or not the humble PNTR vote has become a defining
moment in the determination of America s response to China s gigantic and perplexing post-Mao effort at
rapid modernization based on expansion of market economics and integration with the world economy.

Chinawill enter theWTO, ontermswe havelargdy framed. It will accommodateitsdf to the requirements
the WTO imposes on al members, or pay aheavy priceif it falsto do so.

Will the US welcome Chind sincluson under the standards the world imposes upon it, helping to ensure
China s evolution dong paths that Americans hope it will travel while a the same time maximizing the
resulting domestic economic advantages?

Or will the UStread, at the beginning of the 21% century, apath al too similar to that advocated by Senator
Tdler of Colorado at the start of thelast century, as quoted at the beginning of thistestimony? | have every
confidence that the Congress will take theright path. Thank you.



